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Editorially Speaking
In the July issue of the Journal of Ac­
countancy there is an article on the place of 
women in public accounting in the post-war 
era. The article was written by Jennie Palen, 
a director of the American Woman’s Society 
of Certified Public Accountants.
Miss Palen’s article, which shows evidence 
of much painstaking investigation, gives an 
optimistic view. The conclusion reached is 
that a woman will not be barred from 
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achieving a worthwhile place in public ac­
counting because of sex—her ability to meet 
the requirements of the work and the results 
she accomplishes will be the determining 
factor.
We believe that the ideas conveyed in this 
article are the result of interviews and opin­
ions obtained in the New York City area. 
We hope that the same feeling exists in other 
parts of the country. Perhaps it would be 
well for our members to call the attention of 
leading accountants in their respective com­
munities to this article in order to counter­
act the still existing timidity in regard to 
women in public accounting.
*****
The Refresher Course being published by 
the American Institute of Accountants is ex­
pected to be ready for distribution in Sep­
tember. This compilation of articles on vari­
ous accounting, auditing, and tax subjects 
was originally planned as a review for ac­
countants who have been serving in the 
armed forces. Its table of contents, how­
ever, has caused many accounting firms to 
feel that it would make a good staff training 
course. And-—as a note to Program Chair­
men—many of its chapters should furnish 
excellent material for chapter round-table 
discussions or for the consideration of study 
groups.
*****
This is the time of the year when, in most 
chapters, newly elected officers and newly 
appointed committee chairmen are making 
plans for chapter activities during the com­
ing year. We wish them all success, and we 
have a suggestion for chapter presidents. 
While planning and carrying forward the 
work of the chapter, some special thought 
and effort should be expended on the prob­
lems of our societies nationally.
Some years ago, the idea of regional con­
ferences was advanced. The war, of course, 
prohibited anything being done in that line 
but with the end of the war in sight some 
thought should be given as to the advisability 
of such a program. There has also been 
the question as to whether chapter programs 
should be coordinated, in whole or in part. 
Perhaps other questions will occur to you 
on which we should have unified national 
action.
You may be assured that your national 
officers will welcome any suggestions or ideas 
you may have for strengthening our organi­
zations and for increasing the economic 
effectiveness of the woman accountant.
*****
IN MEMORIAM
It is with sincere regret that we report the 
death of Elizabeth Cook Miller, wife of 
T/Sgt. John C. Miller, of Randolph Field, 
San Antonio, Texas, and daughter of Mrs. 
Bertha Craven Cook of Indianapolis.
A graduate of Shortridge High School and 
of Butler University, Betty Cook was then 
employed in the accounting department of 
Eli Lilly and Co., Indianapolis, until her 
marriage to Sgt. Miller in April of 1942.
Together with Ida Broo and Katherine 
Kaercher, she organized and greatly assisted 
in the development of the Indianapolis 
Chapter, the first unit of the American So­
ciety of Women Accountants. She was a 
diligent worker and at one time served the 
chapter as president.
Betty was an accomplished singer and had 
been soloist at the Memorial Presbyterian 
Church in Indianapolis. She also acted as 
soloist with the Indianapolis Newsboys Band. 
On many occasions her singing added great 
pleasure to meetings of the ASWA.
We extend our deepest sympathy to Mrs. 
Cook and Sgt. Miller, and also to Betty’s 
fellow members in the Indianapolis Chapter. 
May their sorrow be eased by their happy 
memories.
NOTICE
Because of travel conditions, it has been decided that no national 
convention of our two societies will be held this year.
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Coast-to-Coast
Heloise Brown, C.P.A., Houston, Texas
CHICAGO
Chicago Chapter of AWSCPA met on. 
July 2nd at the home of Jessie Smith for 
dinner and a business meeting. Valerie 
Johnston Yudell was reelected president of 
the chapter, Leonore Cann was elected sec­
retary and treasurer, and Magdalen Pershing 
was appointed as representative to the Chi­
cago Chapter, ASWA. Plans for a program 
of meetings during the coming year were 
discussed.
DETROIT
A special dinner was given by the Detroit 
Chapter of ASWA on July 24 at the Wom­
en’s Guild as a farewell party to Mrs. Hazel, 
Scott. Mrs. Scott, a past president of the 
Detroit Chapter, is leaving Detroit. She will 
be greatly missed by her fellow members.
GRAND RAPIDS
Marie Van Vliet was hostess at a recent 
joint meeting of out-going and incoming 
Board of Directors of the Grand Rapids 
Chapter at the Sadler Lounge in the Pant- 
lind Hotel. Each of the guests was presented 
with a beautiful white orchid before being 
served delicious steaks.
INDIANAPOLIS 
An enjoyable time was had by all who at­
tended the annual picnic of the Indianapolis 
Chapter on July 21st. The picnic was held 
at Eva Shelhorn’s home along White River— 
an ideal spot for outings. The committee in 
charge prepared and served an excellent 
meal regardless of the rationing troubles and 
scarcity of certain food items. After the meal, 
many of those present went boatriding while 
others were entertained with several piano 
selections by Mrs. Broo, ending with the 
beautiful and soothing Brahm’s “Wiegen­
lied.” The youthful son of Eva Shelhorn also 
entertained the group with some very de­
lightful piano music.
LOS ANGELES
Mrs. Eleanor Wilson McAdoo was the 
guest speaker at the Los Angeles Chapter of 
the American Society of Women Account­
ants at the meeting held on July 24th at 
the Clark Hotel. Mrs. McAdoo, daughter of 
President Wilson, attended the Peace Con­
ference in San Francisco and spoke on the 
activities of the conference. She compared 
the present peace plan with that proposed 
by President Wilson.
Opportunities for Women in Accounting 
in the Post-War Period was the subject dis­
cussed by Ruth Clark recently before the 
Theta Alpha Delta Sorority in Los Angeles.
Elsie F. Waterman recently addressed the 
Accounting Group at Hollywood High 
School at the Vocation Guidance Day Pro­
gram.
SEATTLE
On June 15th, 16th, and 17th, Hazel J. 
Skog, President of the American Women’s 
Society of Certified Public Accountants, was 
in Seattle to attend the annual meeting of 
the Washington Society of Certified Public 
Accountants at the Edmond Meany Hotel. 
On Friday, June 15th, the officers of the 
Seattle Chapter of American Society of 
Women Accountants met Mrs. Skog at lunch 
at the Hearthstone Tea Room and discussed 
the progress of our work among the women 
accountants of this city.
Mrs. George A. Spencer was the guest 
speaker at the annual dinner and installation 
meeting of the Seattle Chapter which was 
held on June 20th.
Alice Olsoe is being congratulated on her 
recent success in passing the C.P.A. examina­
tion.
NEW MEMBERS
AWSCPA welcomes as new members:
Mrs. Florence H. Crook of Atlanta, 
Georgia. Mrs. Crook holds a Bachelor of 
Commercial Science degree from the Georgia 
School of Technology.
Miss Helen Jean Kallio of Washington, 
D. C., who is connected with Price, Water­
house & Company of that city. Miss Kallio 
attended Southeastern University, Ben 
Franklin University and New York Busi­
ness Institute.
Miss Elizabeth M. Ley of Green Bay, Wis­
consin. Miss Ley, who is with Smith-Elling­
son-Schuldes Company, has a B.A. degree 
from the University of Wisconsin.
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Miss Dorothy M. Ottaway of Milwaukee, 
Wisconsin. Miss Ottaway, a graduate of the 
University of Wisconsin, is with Marshall & 
Ilsley Bank in Milwaukee.
HERE AND THERE
Miss Dorothy Wilkerson became the bride 
of George F. Bertine on June 30th in Dallas, 
Texas. Mr. Bertine, who recently received 
his C.P.A. certificate, is with the Houston 
office of Lybrand, Ross Bros. & Montgom­
ery. Our best wishes to Mr. and Mrs. Ber­
tine!
Congratulations to Mr. and Mrs. Joseph 
Haggerty—the proud parents of a baby girl 
born July 2nd. The new arrival was named 
Mary Margot.
The Indianapolis Star on July 8, 1945, car­
ried an article describing the career of Ida 
S. Broo of that city who has served both the 
AWSCPA and the ASWA as national presi­
dent. Members of both of our societies have 
long known Mrs. Broo’s abilities and accom­
plishments and we are pleased to learn they 
are recognized by other people in her own 
community.
Valerie Johnston Yudell is an Illinois C.P.A. Upon her 
graduation from Northwestern University School of Commerce 
she received the Phi Gamma Nu prize for high scholastic 
average. In addition to her duties with the law firm of Levin­
son, Becker & Peebles, she keeps house for her husband, also 
an accountant, and for her year old son, Barry. She was 
formerly connected with the Illinois Social Hygiene League. 
She is a member of Delta Mu Delta, national honorary com­
merce society, being at present vice-president of Epsilon 
Chapter. She is also president of the Chicago Chapter of the 
American Woman’s Society of Certified Public Accountants, 
and is also Technical Editor of THE WOMAN CPA.
Budgeting for a Social Agency
By Valerie Johnston Yudell, C.P.A., Chicago
Social agency accounting is built around a 
budget, approved by the Community Fund 
Budget Committee if the agency is receiv­
ing aid from that source.
Member agencies of the Community 
Fund are urged to follow a consistent method 
of classifying income and expense accounts 
so that comparisons between periods may be 
made easily. To facilitate this purpose, the 
Community Fund has prepared a “Standard 
Classification” of accounts to be used by the 
agencies participating in the Fund.
The Fund follows sound accounting prac­
tice by requiring reports to be made on an 
accrual rather than a cash basis and urges 
its agencies to keep their books on the same 
basis so that the required monthly reports 
can be prepared from the books. It also cau­
tions the agencies to keep complete account­
ing records and working papers available for 
inspection by the Fund at any time.
Income expectations of a social agency 
are purely dependent upon the past generos­
ity of the city’s well-to-do citizens and the 
willingness of the Board of Directors to dig 
into their individual pockets and convince 
their friends to do likewise. The Community 
Fund usually requires the agencies to raise 
half of the income independently. In some 
agencies, the clients or patients pay for serv­
ice and privileges if they can afford to do 
so; the amount of fee depending upon in­
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dividual circumstances. If income in gen­
eral is expected to be low, an increase of 
even a nickel a visit from those not paying 
full fees can make a substantial difference in 
the total income in the budget of an agency 
—where every penny counts.
Expense estimates in the budget are based 
upon past experience plus those known facts 
which will alter circumstances. For instance: 
rent increases, salary increases, additional 
personnel, and other contractual obligations 
must be considered in preparing the expense 
budget.
If there are any expenses in the budget 
which are not approved by the Community 
Fund, they must be met by the agency 
through an additional drive for funds or by 
special donations of an interested benefac­
tor or benefactors. However, any such drive 
for funds must be made during the part of 
the year in which the Community Fund is 
not actively raising funds. Since most Com­
munity Fund drives are set during the three 
months from Labor D'ay to Thanksgiving, 
special agency drives would be made during 
the other nine months of the year.
Among the expenses which are not usually 
approved by the Community Fund are those 
in the following categories: depreciation 
charges, capital expenditures for equipment 
and furniture, major repairs and improve­
ments, payments of loans or mortgages, and 
amortization of bond premiums.
Depreciation is not considered an operat­
ing (and thus approved) expense on the the­
ory that asking the public to provide funds 
for a facility as well as asking the same pub­
lic to provide funds to cover the expense for 
depreciation of that facility is expecting the 
same generation to provide two facilities. 
The writer disagrees with that theory and 
feels that every institution must consider 
depreciation as an operating expense, in the 
same manner as an industrial concern does 
because then surplus is provided to maintain 
facilities for future generations who might 
need the service provided by the agency, but 
might not be able to supply funds for it. 
Furthermore, operating expenses of an in­
stitution owning its own building compared 
with one renting a facility would be distorted 
if depreciation is not considered. It does, 
after all, replace the rent expense of the 
other agency.
To operate an institution on its budget, 
comparison must be made regularly between 
actual and budgetary income and expense. 
The Board of Directors must be constantly 
aware of how well its members are providing 
the income. Even the agencies’ clients or pa­
tients are interested in how they are holding 
up their share of the burden.
Co-operation of department heads and of 
every employee—paid or volunteer—must be 
obtained to keep expenses within or below 
the budgeted provision, while maintaining 
high standards of service. In one agency 
with which the writer was associated, the 
telephone expense was cut in half when em­
ployees were required to pay five cents for 
each personal call that was made. At first, 
this rule involved additional bookkeeping, 
charging for the calls, but soon most personal 
calls were made from outside phones.
Comparison between actual and budgetary 
income and expense by the Board of Direc­
tors and the employees is facilitated by the 
preparation of a large board with space on 
each side for six calendar months; and col­
umns under each month for budgetary and 
actual figures for each item of income and 
expense. A third column under each month 
is provided for differences between these 
two measures. This “difference” column has 
black figures for extra income and lowered 
expenses, red figures for the opposite. All 
figures are large enough to be seen from a 
short distance for easy reading.
Patients and clients can be shown their 
part of the job by using charts with differ­
ently colored lines to differentiate between 
actual and budgetary income from them.
In addition to acounting for funds, a so­
cial agency must also account for services 
rendered to determine its usefulness in a 
community. Charts and graphs are useful 
in comparing services of one year with that 
of another. Costs of individual services of 
one period compared with those of another 
period or with those of another agency are 
also valuable in ascertaining efficiency in the 
agency and need in the community. Project­
ing these comparisons into the future will 
also aid in preparing budgets since they will 
indicate the probable expansion or contrac­
tion in the demand for that particular agen­
cy’s services.
Publicity of its charts and graphs is sure 
to bring added income and requests for serv­
ice to an agency that demonstrates its effi­
ciency and effectiveness in that manner, be­
cause an institution run on a businesslike 
basis is certain to attract business people to 
its needs.
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Accounting for Non-Profit Social Service 
Institutions
By Jessie Marie Smith, C.P.A., Chicago
Because Jessie Smith is one of those reticent persons 
who dislike being photographed, we have no pictures 
of her for you. We can tell you, however, that she is 
an Illinois Certified Public Accountant and also has a 
B.S. degree from the University of Illinois. Her knowl­
edge of social agency accounting is a practical one since 
she, at one time, was accountant for Chicago’s well- 
known Hull House. In addition to being a member 
of the AWSCPA, she is a member of the American In­
stitute of Accountants.
There are many types of non-profit in­
stitutions, such as trade associations, co-op­
eratives of one kind or another, public proj­
ects, etc. It is with the non-profit institu­
tions engaged in social service activities that 
we are now concerned.
Non-profit social service institutions may 
be divided into two general classes; first, 
those such as mental hospitals and state uni­
versities—maintained by government funds; 
second, those such as child welfare and group 
work agencies—supported for the most part 
by gifts from private individuals, or groups 
of individuals. It is the ways in which ac­
counting for this latter group differs from 
that of a commercial concern which is the 
subject of this article.
One of the first things we note is that the 
difference between the assets and liabilities 
of a commercial enterprise is called the sur­
plus or net worth; the difference between the 
assets and the liabilities of a non-profit in­
stitution may represent several separate funds 
for which a separate accounting must be 
made. Usually the non-profit institution will 
have at least three independent sets of as­
sets and liabilities and their respective bal­
ancing accounts. These may be described 
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as general or current fund, plant fund, and 
endowment fund.
The general or current fund is the operat­
ing fund of the agency.
By plant fund is meant the physical prop­
erties of the agency as opposed to properties’ 
held as an investment by the endowment 
fund.
The endowment fund represents the pres­
ent principal of a sum allocated for the pur­
pose of producing income for use in current 
operations either for general or specific pur­
poses. 
Another difference we find between com­
mercial enterprises and a social service 
agency is in the income. The main source 
of current income, as well as additions’ to 
capital, of a non-profit social agency is con­
tributions from individuals or groups of in­
dividuals. It is by virtue of these gifts that 
the members of the Board of Trustees of the 
agency find themselves collectively acting as 
trustees of these gifts to see that the term's of 
restrictions, if any, imposed by the donor are 
complied with in a resonable length of time. 
If the donor has reason to believe that his 
wishes with respect to his donation are not 
complied with, he has recourse to action in 
a court of equity.
(Very few, if any, members of the Board 
of Directors have the time to determine 
whether or not the terms of gifts are carried 
out. It is, therefore, advisable to have a 
well trained and experienced accountant in 
charge who is responsible to the Board and 
it would be the responsibility of the ac­
countant to see that the Board is kept in­
formed of all gifts and their respective re­
strictions, if any; also, that the Board be in­
formed of the carrying out of the terms.)
Of course, when a gift is offered, the terms 
of which are not in agreement with the poli­
cies of the agency or are not feasible from 
the point of operations of the agency, it can 
be refused. Or, if the donor is living, it is 
possible to have the terms of the gift changed 
so that it is acceptable to the institution. In 
the case of a legacy, however, the problem 
of changing the terms is more difficult and it 
is necessary to secure a court order.
Gifts to these institutions fall into two 
classes: those for current or plant purposes 
and those for endowment purposes. If there 
is no restriction imposed upon the gift, it can 
be used as the Board of Trustees sees fit. If 
it is for the plant but for no particular proj­
ect, it may be combined with similar funds. 
In reference to gifts to plant fund for a spe­
cific project, some agencies have found it 
advisable to secure at the same time funds 
for the maintenance of the new building. In 
the early days of private agency social work, 
new buildings were accepted without main­
tenance funds only with the coming years to 
become a very heavy drain on the current 
operating budget.
 If among the assets of the plant fund there 
is a considerable amount of cash, this cash 
may be invested in readily convertible secur­
ities. The rate of return will be secondary 
to the liquidity of the security. Also, this 
income is retained in the plant fund and does 
not go in to help cover current operations.
Contributions for current operations fall 
into two classes: unrestricted and restricted. 
As stated before, it is the responsibility of 
the management to see that the restricted 
gifts are used in accordance with the donors’ 
wishes.
In some agencies, if there is no current 
operating deficit and a large unrestricted leg­
acy is received, it is their policy to transfer 
all or a portion of this legacy to other than 
current operations. It is also possible to com­
bine the legacy with other unrestricted funds 
functioning as endowment funds. When 
these unrestricted funds functioning as en­
dowment funds are used, a permanent record 
should be made of the purpose for which 
they were used.
Endowment funds are also divided into 
two classes—those unrestricted as to use of 
income and those whose income is restricted. 
It is the responsibility of the Board of Trus­
tees to see to it that the endowment funds 
are kept intact and not dissipated, that they 
are invested in reputable securities or other 
holdings, and that the income from these in­
vestments is properly accounted for and cor­
rectly allocated.
The question is raised as to what value to 
give a donated security. The best policy is 
to set it up at market value at date of acqui­
sition or at the best estimated value at the 
same date. In some instances legacies have 
been filled by executors by computing the 
value of the security at par when it is only 
worth 75c on the dollar. It would be unfair 
to other donors who gave the full dollar 
value for their endowments to set this up 
at par.
It is not necessary to segregate investments 
of funds of similar nature provided there is 
nothing in the original gift that requires 
separate accounting. In other words, there 
need only be three groups of securities— 
current or general operating securities, plant 
fund securities, and endowment fund securi­
ties. The income from these securities would 
then be distributed pro rata intra fund.
The main advantage in this method of 
“pooling” securities would be greater diversi­
fication of investments. Also, funds would 
be more easily invested if they didn’t have 
to be allocated to individual funds, book­
keeping for the investments and income 
therefrom would be more simple, and securi­
ties could be sold without it being necessary 
to reallocate proceeds to a specific fund.
Usually the power to invest the monies of 
a non-profit institution is vested in a finance 
committee appointed from the members of 
the board of trustees as authorized in the 
constitution or by-laws. All transactions are 
approved by board action and so recorded in 
the minutes of the regular meeting of the 
board of trustees.
In case of the sale of securities of the en­
dowment fund, profit or loss would affect 
the principal of the fund. In the case of 
“pooling” it is customary to apply the net 
loss on securities for a period against the 
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unrestricted endowment fund if any. If there 
is no restricted endowment fund, some agen­
cies attempt to cover this loss through cur­
rent operations rather than to reduce the 
original endowment principal.
It is extremely important that adequate 
records be maintained of all gifts. Donors 
should be given pre-numbered receipts. A 
permanent record should be maintained of 
each gift. One institution uses a visible card 
record. The card is so coded that securing 
complete information is a matter of seconds. 
It gives the name and address of the donor, 
whether the individual is a general con­
tributor to the special fund or has given an 
endowment; when the gift or gifts were made 
and with what regularity when the last ap­
peal was made. The card is maintained in 
a current file until three years has elapsed 
from the date of the last donation; it is then 
placed in a delinquent file. If subsequently 
a gift is received it is reinserted in the cur­
rent file. As names of new prospects are 
received they are checked against the cur­
rent, delinquent and prospect files to be cer­
tain that there is no duplication of a name 
already on file. This saves time and supplies 
and prevents duplicate appeals being sent 
out. Most donors object to being asked twice 
for the same thing.
One of the other problems in the record­
ing of gifts arises when pledges are secured. 
It is the policy of some institutions to record 
the pledges on their books only when cash 
covering same is received—others make it 
a practice to set up pledges when made and 
at the same time to set up a one-hundred 
percent reserve. When the cash is received, 
it is charged against the reserve and the dif­
ference between the amount of the pledges 
and the reserve represents the income from 
gifts received to date.
Another way in which accounting for non­
profit institutions differs from that of a com­
mercial firm is that no depreciation is set up 
on plant assets. The theory behind this is 
that the present generation has paid for the 
property through gift and should not have 
to pay for it a second time through depreci­
ation. It would mean the next generation 
would have the use of the facilities free. Each 
generation should have to pay for its own 
plant. Also buildings used by non-profit in­
stitutions usually last a long time; they are 
well kept and are maintained through the 
current budget. (There is also the theory 
that in as much as the properties were a 
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gift, they have no cost and, therefore, no 
depreciable value.)
In the case of buildings held by the en­
dowment fund as investments, however, it 
is customary to set up depreciation and 
charge it against the rents received, if any.
In passing it may be noted that, unlike 
commercial concerns, social agencies are not 
subject to tax, nor is there a necessity for 
distribution of income at the end of a fiscal 
period. Most non-profit agencies are on a 
modified cash basis—that is income is re­
corded as received but expenses are accrued.
In Chicago and in a number of other lo­
calities, the deficits of a large number of non­
profit institutions are financed through Com­
munity Funds or Chests. The procedure fol­
lowed is this:
1. Institutional department heads, after 
consultation with their staff, prepare an item­
ized estimate of their expenditures for the 
coming year.
2. The department heads present their 
budgets to the director or head accountant 
together with reasons for new or increased 
expenditures.
3. The chief accountant combines all the 
departmental budgets and the overall picture 
is discussed with the director.
4. The budget, as approved by the di­
rector, together with the approved budget 
for the current year, the expenditures to 
date, and the projected expenses for the bal­
ance of the year, is then presented to the 
Board of Directors.
5. After approval by the Board, copies 
of the budget are sent to the Community 
Fund or Chest, where it is reviewed by the 
budget analyst. After such analysis the bud­
get together with comments prepared by the 
budget analyst is gone over in conference by 
representatives of the Board of Trustees of 
the agency, the director and assistant direc­
tor of the Fund, and the budget analyst.
6. Now the budget is ready for a hearing 
before the Fund committee assigned to that 
particular type of social agency. The mem­
bers of this committee usually include trained 
workers in the same or allied fields, lay mem­
bers from the boards of directors of compar­
able agencies. Now the representatives of 
the agency are permitted to present their 
case on behalf of the budget and to answer 
whatever questions may arise. The report of 
this committee goes to the budget committee 
of the Fund where final determination of the 
amount to be allocated by the Fund to the 
agency is made.
Monthly, the agency prepares and sub­
mits a statement of operations in accordance 
with instructions from the Fund. After the 
report is reviewed by the Fund, the monthly 
allocation is sent to the agency. This report 
has tended to standardize the accounts of 
agencies and has provided a measure of cost 
for services rendered. Annually millions of 
dollars are given to institutions in the Chi­
cago area and it is only right that the in­
dividual, whose gifts are sought, should have 
some guide as to where his money will give 
the most and best service.
The installation of the budget system in 
agencies has made them as conscious of in­
come as expense. They are learning that they 
should not obligate themselves to perform 
services for which they have no funds.
Operations of non-profit institutions, as 
well as commercial enterprises, must be based 
on sound business and accounting principles. 
The investment of funds should be carefully 
supervised and recorded, receipts and dis­
bursements of funds should be properly au­
thorized and accounted for in detail. The 
budget should be adequate. The reports 
submitted to the Board of Directors should 
present clearly the true financial position of 
the agency and the results of its operations 
for the period.
Above all it should be borne in mind that 
the Board of Trustees, collectively, stands in 
the same position to the agency’s contribu­
tors as any Trustee. This Board is completely 
responsible and must account for all funds 
in its custody.
TAX NEWS
On June 21, 1945, the Commissioner of 
Internal Revenue announced a plan where­
by the Treasury Department and taxpayers 
may reach an agreement on the rates and 
methods of computing depreciation, such 
agreement to remain in effect for a period of 
five years unless a change is requested by 
the taxpayer. This announcement does 
not set up any new methods of com­
puting depreciation or declare any new 
policy as to allowable rates. As in the past, 
the rates and method of computation of de­
preciation will be set for each taxpayer on 
the basis of facts applicable. The five-year 
agreement plan will merely act as a stabilizer 
of depreciation rates once set.
In order to obtain such an agreement, the 
taxpayer must request it from the Internal 
Revenue Agent in Charge for the district in 
which the taxpayer is located. After exami­
nation by a Revenue Agent, a tentative agree­
ment will be drawn up and a report there­
on forwarded to Washington for review. 
Upon approval of the tentative agreement 
and report, a final agreement is drawn up 
and signed by the taxpayer and by the In­
ternal Revenue Agent in Charge. It pro­
vides assurance by the Bureau of Internal 
Revenue that the rates and method will not 
be disturbed for a period of five years ex­
cept upon the taxpayer’s request.
While no formal method of making appli­
cation for such an agreement has been set 
up, the request should include sufficient in­
formation to indicate the nature of the agree­
ment desired. We would suggest that in ad­
dition to the name and address of the tax­
payer, the following data should also be 
given:
Fiscal year of the taxpayer.
Cost or other basis of assets now in use.
Depreciation method and rates to be used.
Correct depreciation reserve, per income 
tax return, at the beginning of present fiscal 
period.
Classification and grouping of assets and 
reserves in accordance with the proposed 
depreciation method and rate.
No general rule can be given as to the 
advisability of filing these applications since 
that depends entirely upon the facts in each 
case. The plan has, however, brought the 
question of depreciation deductions to the 
attention of businessmen and accountants. 
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In any business in which depreciation charges 
are substantial and in which they have been 
a vexing problem, it would be well at this 
time to review the situation. Depreciation 
is an important element of cost and an im­
portant item in determining tax liability, 
particularly in industries which have a heavy 
capital asset investment.
Bulletin “F” of the Bureau of Internal 
Revenue, which was revised in January, 
1942, covers rather completely the Bureau’s 
findings and policies in connection with de­
preciation deductions. It also sets forth sug­
gested rates for many different types of as­
sets and many different types of industry. 
While these rates are based on studies made 
by the Treasury Department, they are merely 
suggestions and can be adjusted to fit the 
conditions governing the taxpayer.
It has been the rule that any business 
could elect to use the method of computing 
depreciation which appeared best fitted to 
it. Once a method was chosen, however, it 
had to be continued unless a change was 
authorized by the Commissioner. This rule 
has not been changed by the five-year agree­
ment plan and still remains in effect.
The methods commonly in use include— 
The straight line method.
Unit of production method.
Reducing balance method.
In the straight line method the cost or 
other basis of the asset, less estimated salvage 
value, is recovered over the life of the asset 
in equal amounts each period. It is the sim­
plest and probably most common type of 
depreciation computations. The unit of pro­
duction method is based on the theory that 
each machine can produce a given number 
of units and, therefore, each unit would bear 
a pro-rata share of the cost of the machine. 
Depreciation charges would, consequently, 
be larger in years of heavy production than 
in years of light production.
Although it is not a new idea, special pub­
licity has been given recently to the reducing 
balance method of computing depreciation. 
This is probably due to the fact that we are 
now in a period of high taxes and some busi­
ness counsellors feel that it will be advan­
tageous to use this method and get the benefit 
of higher depreciation in the early years of 
an asset’s life. The basic reasoning under­
lying this method is that certain assets give 
a greater rate of production in the early years 
and also that repairs to maintain the effi­
ciency of the assets are less in the early years 
and increase in proportion to the age of the 
assets. Thus, high depreciation charges and 
low repairs in the early part of an asset’s 
life will counterbalance low depreciation 
charges and high repairs in the later years.
A comparison of the effect of the straight 
line method and the reducing balance 
method can be seen by the example of a 
machine costing $1,250.00, with an estimated 
life of 10 years and an estimated salvage 
value of $36.00. On the straight line method, 
the yearly depreciation charge would be 
$121.40 ($1,250 less $36 leaves $1,214 to 
be divided by ten). On a reducing balance 
method, however, the rate used would be 
30% of the net value of the asset at the be­
ginning of the period and the yearly depre­





















Let us emphasize that whatever method is 
used should be based on logical reasoning 
supplemented by a careful analysis of the 
assets, their use, normal life, costs of main­
tenance, replacement policies, and similar 
matters. The able presentation of such facts 
will be of great assistance to the Bureau of 
Internal Revenue in determining the pro­
priety of the depreciation charges made. It 
should also be of value to management in 
setting up and following an adequate system 
of controls over plant assets, their main­
tenance and replacement.
During the past few years, we have heard 
much of “accelerated” depreciation charges. 
The Bureau of Internal Revenue will permit 
the acceleration of depreciation when reason 
can be demonstrated. This merely means 
that if an asset is being put to heavier use 
than under normal conditions—or to heavier 
use than was anticipated at the time the rates 
were set—adjustment of depreciation charges 
to provide for the additional wear and tear 
caused by the heavier use will be permitted. 
However, allowance for such abnormal de­
preciation will be based upon the facts in 
each case, and the Bureau has been requir­
ing taxpayers who wish to take increased 
depreciation deductions to furnish the fol­
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lowing information:
1. Principal types of machinery.
2. Number of machines of same type or 
model.
3. Cost, by items.
4. Age, dates of installation, and, if new, 
when acquired.
5. Function, use and operation of each 
principal type of machine.
6. Wearing parts, and how replacements 
are accounted for.
7. Historical record of retirements.
8. Classification of items as to those not 
affected by use and those which have wear­
ing parts kept in good condition by replace­
ments or repairs.
9. Percentage of dollar value retired for 
obsolescence.
10. Percentage of dollar value retired for 
wear and tear after eliminating items set up 
in paragraphs 8 and 9.
11. Average age of retirements on account 
of obsolescence.
12. Average age of retirements on ac­
count of wear and tear.
13. Number of men required to operate 
machines at full capacity.
14. Production, machines fully manned.
15. Normal production, how estimated.
16. Estimated decreased life for items un­
der paragraph 10 on account of accelerated 
production, and how determined.
This abnormal, or accelerated, deprecia­
tion should not be confused with the five- 
year amortization of defense facilities ac­
quired under a Certificate of Necessity. That 
is a special provision of the law and was in­
troduced in order that industry would not 
be reticent about making capital investments 
in assets which were primarily for war pro­
duction use.
Neither should the five-year agreement 
plan be confused with either accelerated 
depreciation or with the five-year amortiza­
tion plan. As stated previously, this five-year 
agreement is merely a plan whereby the Bu­
reau of Internal Revenue and the taxpayer 
can arrive at mutually agreeable rates and 
methods of computing the depreciation al­
lowance and the Bureau will assure the tax­
payer that such agreed upon rates will not 
be disturbed by the Bureau for a period of 
five years. In those businesses in which de­
preciation is an important deduction, such 
an agreement will aid the management in 
setting up reserves for taxes because they 
will know that as long as they follow the 
agreement there will be no argument with 
the Treasury Department as to the compu­
tation of their depreciation deductions.
* * * * *
The Tax Adjustment Act of 1945, which 
was approved by the President on July 31, 
1945, contains the expected relief for corpora­
tions paying excess profits taxes. Beginning 
January 1, 1946, the specific exemption is 
raised from $10,000.00 to $25,000.00; fiscal 
year taxpayers will have a prorated credit 
based on the number of days of the fiscal 
period which are in 1945 and the number in 
1946. The specific exemption for fiscal years 
ending in 1946, therefore, will be as follows:
Year ended January 31, 1946. .$11,273.97
Year ended February 28, 1945. 12,424.66 
Year ended March 31, 1946. . . 13,698.63 
Year ended April 30, 1946. .. . 14,931.51 
Year ended May 31, 1946........ 16,205.48
Year ended June 30, 1946........ 17,438.36
Year ended July 31, 1946........ 18,712.33
Year ended August 31, 1946. . . 19,986.31 
Year ended September 30, 1946. 21,219.18 
Year ended October 31, 1946. . 22,493.15 
Year ended November 30, 1946. 23,726.03
Other items of particular interest relate to 
the post-war refund credit on excess profits 
taxes. Bonds for refunds for years prior to 
1944 will be redeemable, at the option of 
the taxpayer, on or after January 1, 1946. 
For the years 1944 and later, no bonds will 
be issued, but a credit of 10% of the excess 
profits tax is applicable against the tax as 
paid. In other words, the excess profits taxes 
for 1944 and later are immediately reduced 
by 10%. In the case of taxpayers who have 
already paid their 1944 excess profits tax, 




Since the publication of the June 
WOMAN C.P.A., we have received word 
from two readers that they are putting into 
practice the idea of a fixed numbering sys­
tem for recurring journal vouchers. The fact 
that even two people obtained something 
worthwhile from that discussion makes us 
feel that our new department has already 
proved its worth.
A question has arisen regarding the policy 
of anonymity of contributors to this depart­
ment. We do not wish the department to 
remain entirely anonymous,—in fact, we be­
lieve that people should be given credit for 
their ideas and their contributions. However, 
we will not use any contributor’s name with­
out permission. It must be the policy, how­
ever, that the editors have the names and 
addresses of all contributors.
*****
In our mail was the following question: — 
“Having no practical accounting experience 
in regard to salesmen’s earnings, the question 
on occasion has presented itself as to whether 
marginal earnings, plus a percentage of total 
sales, should be classified as a commission or 
should the portion of marginal earnings be 
regarded as a reduction of sales?”
Answer: By marginal earnings, we pre­
sume you mean a comparatively small fixed 
compensation. W see no reason at all why 
such an item should be considered as a re­
duction in sales. If it is desired to show the 
commissions based on a sales percentage sep­
arately, the fixed compensation might be set 
up as salesmen’s salaries.
*****
Another reader calls our attention to a 
question which was printed in the May, 
1944, issue of The Journal of Accountancy. 
The questioner wanted to know if it was still 
considered good practice to include a state­
ment of application of funds in an audit re­
port. All three answers were in favor of such 
inclusion, although one stated that his firm 
used it with discrimination when it was felt 
to be of value to the client. Our reader feels 
that the doubt about the advisability of using 
a statement of application of funds in a re­
port probably arises because of the form usu­
ally used for such statements.
“In our accounting courses,” she writes, 
“most of us learned that a statement of ap­
plication of funds consisted of two parts: 
first, a comparison of working capital items 
at the beginning and end of the period show­
ing a resulting increase or decrease in work­
ing capital; second, an analysis of the 
changes in other items of assets and liabili­
ties plus the change in working capital, or 
perhaps using the change in working capital 
as the balancing factor. To a great many 
business men, this type of statement resem­
bles a cross-word puzzle. They don’t under­
stand it, probably think the accountant uses 
it only to parade his technical knowledge of 
handling accounts, and are more annoyed 
than pleased when they find it in a report. 
And yet in our practice, we have found that 
the same business men who resent the for­
malized statement of application of funds, 
welcome and even request a simplified state­
ment giving the same information.
“This simplified statement does not con­
tain a separate comparison of working capital 
items, although that may be given somewhere 
else in the report. Its two divisions are 
headed Sources from which Funds are Pro­
vided, and Uses to which Funds are Applied. 
The same elements appearing in the formal­
ized statement are used except that the 
changes in accounts receivable, inventories, 
accounts payable, and other current items 
are detailed under the proper division. The 
resultant figure is an excess of funds provided 
over funds used, or vice versa, as shown by 
an increase or decrease in cash balances.
“It is, of course, a form of cash statement. 
However, many businessmen have told us 
that it gives them a comprehensive review of 
their business activities in a quickly read, 
condensed form.”
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What’s New in Reading
By Helen M. Heth, Detroit, Michigan
“Can Representative Government Do the 
Job?”, by Thomas K. Finletter. Publisher 
—Reynal & Hitchcock, $2.00.
Mr. Finletter has spent three years as a 
member of the law faculty of the University 
of Pennsylvania and another three years as 
a special assistant to the Secretary of State. 
He has been permitted an intimate insight 
into the controversies between Congress and 
the President and is one of the individuals 
who has the courage to question the perfec­
tion of our legislative type of government. 
The current fashion is to belittle the im­
portance of Congress. In this study Mr. Fin­
letter reminds the reader that Congress to­
day speaks for more than local interests, and 
it is the only real bulwark against the am­
bitions and irresponsibility of an administra­
tive bureaucracy. The author questions the 
need for a basic change in our legislative 
system after the war has been concluded.
*****
“The Future of Europe,” by Johannes Steel. 
Publisher—Henry Holt and Company, 
Inc., $3.00.
Whenever the future of Europe is dis­
cussed, its history is constantly cited as an 
example of what may be expected to occur 
on that continent. This book is primarily 
a concise description of the politics and in­
trigues of the chief points of unrest in Eu­
rope: in particular, Poland, the Balkans, the 
Baltic States, Finland, Chechoslovakia, Ger­
many and France. Mr. Steel believes that 
a strong France is necessary to insure the 
peace of Europe. He also gives marked at­
tention to the need to forego assistance from 
the churches in that the Lutheran and Cath­
olic churches have given favor to Nazism and 
Fascism. Emphasis is placed on the need to 
separate religion and politics.
*****
“Japanese Militarism; Its Cause and Cure,” 
by John M. Maki. Publisher—Alfred A. 
Knopf, $3.00.
It is seldom that a capable person reviews 
the actions of the Japanese. Mr. Maki is an 
American of Japanese descent who presents 
in this volume an interpretation of the Jap­
anese military machine. The strength of 
Japan is shown and emphasis is placed on 
the need for the western powers to assist the 
Japanese people to establish an absolutely 
new way of life after the military machine 
has been thoroughly crushed. This is an 
excellent book with which to begin a study 
of Japanese American problems. The style 
is clear and direct and the information is 
presented in the briefest manner possible.
*****
“What to Do With Japan,” by Wilfred Flei­
sher. Publisher—Doubleday, Doran and 
Co., $2.00.
The author was the publisher and editor 
of “The Japan Advertiser,” a Tokyo daily 
newspaper, from 1908 until October 15, 
1940. At various times he has been a cor­
respondent in Japan and the Far East for 
leading newspapers and news agencies. Out 
of the knowledge he gained in such occupa­
tions, Mr. Fleisher describes the Japanese 
Empire and gives a practical suggestion of 
the treatment that Japan should be accorded 
after the war has ended. The appendix is 
a valuable reference to the major statements 
on the insurance of a lasting world peace and 
the treatment of conquered nations. It con­
tains copies of The Atlantic Charter, The 
Cairo Declaration, and concludes with the 
full text of the World Security Organization 
drafted at the Dumbarton Oaks Conference.
*****
“Home to India,” by Santha Rama Rau. Pub­
lisher—Harper & Brothers, $2.50.
A daughter of a Bombay Brahmin family, 
educated in England and the continent, gives 
an account of her impressions on her return 
to her native land after an absence of ten 
years. It is an entertaining, as well as an in­
formative, account of the part of India with 
which she came in contact. It is a sympa­
thetic picture of a country in need of na­
tional unity, without being a ponderous study 
of an extensive subject. This book is recom­
mended as an effortless way to gain a nod­
ding acquaintance with a nation on which 
most information has been in the form of 
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